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KEY ECONOMIC INDICATORS: Dominican Republic 


1969 1970 1971 % Change 1972 % Change 
(Actual) (Actual) (Preliminary) '71/'70_ (Projection) '72/'71 

GNP 
Current Prices+ + + *¢ 1,274.3 1,372.4 1,548.1 12.8% 1,780.3 15% 
Constant 1962 Prices+ 1,104.5 1,156.6 1,235.7 6.8% 1,322.2 7% 
Per Capita at ++: - 

Constant Prices + «+ 279.0 284.0 294.0 3.8% 306 .0 4% 
FINANCIAL 
Savings:* «+ *+«eee 73.0 93.7 111.3 18 .0% 126.2 13% 

(Bank Savings 

(Savings & Loan)« « (12.1) (18.5) (25.4) 37.0% 31.7 25% 
Bank Loans to 

Private Sectors +--+ 147.5 174.4 210.3 20.0% 248.2 18% 
Cost of Living Index 

Increase « Pe, we ee 1.0% 3.0% 6.0% = 8.0% “4 
FOREIGN TRADE 
Exports (FOB) + ++ e+ 184.1 213.6 242.4 13.0% 335.0 38% 

% to US. © © © © @ 88% 83% 72% - 65% - 
Imports (FOB) - + + + 217.2 266.8 311.1 16 .0% 360. 1S% 

% from US. © « « « 58% 53% 52% - 50% - 


OTHER INDICATORS 


Cement Consumption 
(metric tons) - - 375,022.0 477,668.0 608,558.0 27.0% 730,269.0 20% 


Government Revenues 214.4 242.1 275.9 13.0% 317.3 15% 
Foreign Overnight 

Visitors (000's). 71.6 65.3 97.8 49,0% 146.7 50% 
Electric Power Sales to 

Industry (000's MWH) 211.9 243.8 281.0 16.0% 324.3 15% 


All valués in million of pesos (one peso = one US dollar) unless otherwise stated. 





SUMMARY 


The Dominican economy is on its way to its fourth consecutive year 
of above average economic growth. Because of the sharp rise in 
world market sugar prices in late 1971, the prospects for the 
economy in 1972 would have been even more bullish except that 
business confidence was set back somewhat by the negative reaction 
to tax and agrarian reform measures. enacted by the government in 
early March. The business sector's startled reaction to the reform 
measures caused a several-month slackening in the pace of economic 
activity, especially in the agricultural sector. 


It appears now, however, that activity is regaining its previous 

tempo as businessmen seem to be concluding that the reforms will 

not affect their interests adversely and that although the rules 

of the game are being changed somewhat, the game itself continues 
to grow larger and more rewarding and they camot afford not to 

play. 


Given the anticipated continued high levels of economic activity 

and the additional foreign exchange reserves available from increased 
Sugar exports at higher prices, sales opportunities in the Dominican 
Republic for U.S. exporters should be good in 1972. The revaluation 
of European and Japanese currencies with respect to the dollar-pegged 
Dominican peso Stoukd enable more U.S. products to compete successfully 
in this market. 








CURRENT STATUS AND ECONOMIC TRENDS 


President Balaguer's proposal of a capital gains tax and various 
land reform measures designed to give new impetus to agricultural 
production, and the quick enactment of these measures by the 
Dominican congress, caused a number of Dominican businessmen to 
wonder whether their own economic interests might be affected by 
these changes in what they had come to regard as a pro-business 
government. After a period of watchful waiting, most of the business 
sector seems to have concluded that these new reform measures initi- 
ated a change only in the posture of the Balaguer government. At 
this time, it appears that business sector confidence has returned 
to a satisfactorily high level so that one can feel fairly certain 
that 1972 will be the fourth year in a row in which a growth rate 

of 6% or higher will be obtained. 


The Dominican economy will receive a major impetus this year from 
increased foreign exchange earnings from a record volume of exports 
of sugar at very remunerative U.S. and world market prices. It 
appears that in calendar year 1972 the country will produce about 
100,000 tons more than the 1960 record of 1,225,000 tons, and that 
Sugar exports will prowide $40 to $50 million more foreign exchange 
earnings than they did in 1971. 


Foreign Financing 


An important factor contributing to the economy's current forward 

thrust is that in the last months of 1971 and thus far in 1972, the 
Dominican economy has been participating much more fully in inter- 
national capital markets than at any time in recent decades. Sizeable 
amounts of dollar loans have been made available from foreign commercial 
banks to Dominican private firms and government entities both directly 
and through local commercial banks. This type of borrowing adds a 

new dimension to the Dominican economy. 


The U.S. Export-Import Bank, which has not been very active in the 
Dominican economy for several years, is also likely to become an 
important source of financing in the next year or so. Whereas 
Eximbank outstandings are currently only about $25 million, there 
are projects totaling over $40 million which Dominican public and 
private sector borrowers have either presented or are expected to 
present to the Bank fer financing. Eximbank financing is being 
sought for projects involving jet aircraft, cement production, banana 
processing, mining, telecomnunications improvements and sugar mill 
modernization. 





Large Investments Coming on Stream 


A number of investment projects, which were initiated long before 
foreign financing was as available as it is currently, are beginning 
to come on stream. Before the end of 1972 it is expected that the 
following major investments will become fully productive: 


1. The $200 million Falconbridge ferro-nickel ming which 
initiated operations late in 1971, should increase exports 
from their current break-in-period level of $30 million to 
the full-fledged production level of over $60 million per 
annum. 


2. A $38 million petroleum refinery constructed by the Shell 
Oil Company should come on stream. 


3. The Tavera Dam, constructed at a cost of US$40 million, 
should produce its first electric power. 


4. A kraft paper manufacturing plant, built at a cost of 
about $5 million, will produce the country's first paper 
for cardboard manufacturing. 


S. A $3 million agro-industrial project,which produces mush- 
rooms for export, will begin commercial production expected 
to yield US$2 million in foreign exchange annually beginning 
in 1973. 


Tourism 


The Dominican Republic experienced its first winter-season tourism 
boom as stay-over visitors climbed sharply during the December-March 
months. Many of these tourists had to be lodged in Santo Domingo's 
poorly managed government-owned hotels. Their complaints and the 
adverse commentary in the local press about the poor administration 
in the hotels moved the government to cancel their leases with the 
private firms which had been operating the hotels. As a temporary 
measure, government managers have been appointed in anticipation of 
the disposal of the hotels.to local or international firms capable 
of restoring them to adequate performance levels. 


Studies of the tourist potential of the north and southcentral 
coastal regions, financed respectively by the IBRD and IDB, are near 
completion, and Dominican authorities are expected to move forward 
with plans for the infrastructure expenditures needed to fully 
exploit the potential of these two areas. 








Foreign and Dominican groups which own extensive holdings of beach 
acreage near the eastern tip of the island are moving ahead with 
plans to develop these properties. One group, which already has 

a landing strip, some cabins, a restaurant and a bar, is adding a 
marina. Another group has announced plans to begin work on a 
larger development involving accommodations for 50 people, a 
landing strip and various recreational facilities. 


industry 


The movement towards import replacement industrialization which 
swept through most Latin American countries some years ago is only 
now affecting the Dominican Republic in a major way. The GODR 
seems to have profited from some of the errors which these other 
countries committed in their import replacement processes. Rather 
than welcoming any form of local manufacturing which would produce 
another product having a "made in the Dominican Republic® label on 
it, Dominican authorities are withholding authorization of tax 
benefits from proposed industries which will save little if any 
foreign exchange and which will have relatively little value added 
by the local manufacturing or use of local raw materials. The 
government is encountering opposition to these policies from a 
number of sectors, but is expected to stand by its policies. 


In spite of this attitude on the part of the Dominican authorities, 
new industrial enterprises continue to spring up with great rapidity. 
At the present time about 15 factories (mostly of relatively small 
size) are under construction in the Herrera industrial park on the 
outskirts of Santo Domingo. Other industrial enterprises are under 
construction elsewhere in the country. 


Agriculture 


Since their sector has been the target for most of the reform measures 
recently enacted by the Dominican government, many farmers have 
hesitated to proceed with their normal activities. However, there 
has been no hesitation by sugar and cattle producers. Both govern-~ 
ment and private sugar mills are bending every effort to increase 
sugar production to take advantage of the high prices now obtainable 
on the world market. 


On the cattle side, the dairy industry continues to expand rapidly 

to meet the milk requirements of the two recently opened powdered milk 
plants and four even-more-recently-inaugurated pasturizing plants. 
Several Puerto Rican dairy farmers have moved their herds to the 
Dominican Republic to take advantage of this promising situation. 

Beef cattle production continues to expand under the incentives of 
increasing domestic prices, the unfilled U.S. meat quota and pro- 
spective purchases from several European countries. 





The Balance of Payments and Domestic Demand Pressures 


The balance of payments pressures which were mounting toward the end 
of 1971 were eased by the sharp rise in sugar prices and by the inflow 
of commercial bank loans from abroad. Nevertheless, the economy's 
strong propensity to import as activity increases and the expectation 
that world sugar prices will return to more normal levels, assures 
that balance of payments pressures will remain the Achilles’ heel of 
the Dominican Republic's economy. This very strong element of demand 
affecting imports has been a key factor on the Dominican economic 
scene for over a year, and has been responsible for a substantial 
rise in prices in terms of the economy's past price performance. The 
rate of inflation in 1971 is estimated at over 6%, and it appears 
likely that the rate of price increase will be at least 8% in 1972 


Implications for the United States 


The new reformist posture being adopted by the Dominican government 
requires U.S. businessmen operating in the country, or hoping to do 
so, to keep on top of the changing local situation. There is no 
cause for alarm, but every reason to keep alert to énsure that 
operations are in tune with the changing Dominican scene. 


Investment opportunities are greatest at this time in the field of 
tourism. The Dominican government is seeking to dispose of its 

three 100- to 250-room Santo Domingo hotéls. The government will 
also be looking for investors to develop the tourist zones identified 
by the IBRD and IDB studies. Private groups are seeking financing 
for development of beach properties and/or for investors to purchase 
and develop subdivisions of the properties. 


The import market is growing by about $50 million a year, and sales 
opportunities appear to be greatest in the capital goods and raw 
materials categories, particularly in the construction, food 
processing, tourism and agricultural equipment sectors. 
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